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Date: 23 August, 2001

Subject: May 2001 Revenue Estimating Conference

The Revenue Estimating Conference (REC) met on 2, 9, 10, and 14 May 2001 in open public
meetings. The conferences issued a revised estimate for FY2001 and FY2002 revenues. They
are shown on the attached tables. Adopted estimates reflect current projections for the Rhode
Island economy. The projections were presented by Robert J. Langlais, Assistant Director,
Labor Market Information, Department of Labor and Training; Sara L. Johnson, North American
Research Director for Standard & Poor's DRI; Steven G. Cochrane, Director of Regional
‘Services, Economy.com, Inc; and Frederick J. Kelly, New England Economic Project.

RHODE ISLAND ECONOMIC FORECAST

Department of Labor and Training .
The récent layoff announcements by Rhode Island businesses are beginning to show up in the
claims data as both-initial claims and continued claims have shewn year over year increaseés in
recent weeks. This: is reflected in the rise in our unemployment ‘rate to 4.0% in March. On the
employment side, résident employment continues to show year oves yeaiugains but the large drop
from February to Mifch in sésitfent employment is gatise’ for congém Fg"l:hm is coupled with the
fact that the number bf'jobs at'Rhivde Island businesses are still grow ;i%*ﬁyear over yéar but'at a
declining rate. The 1 2% gain iﬁﬁ%ﬁaﬁt:hl was the weakest'so fa.rg;;thié}'yé'ég?j.‘ All of Rhode Island’s
employment and claims data’}

2 '&%{:{atc that the job market is clearly slowing down. Witha 4.0%
uriemployment rate, the employment sipation is still positive but thére were signs of ‘weaknessin -
March and April. ' LT : : _
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Standard & Poor’s DRI

A summary of Rhode Island’s outlook was presented. The State’s employment growth is:
stalling. Manufacturing job loss will continue through 2002, Finance remains an engine of job -~
growth but retail trade will stall. Rhode Island’s service jobs show growth, business services -
revive, and health care jobs fade. Lower interest rates create a stable environment for
construction. Taxable personal income growth is slowing.

Economy.com, Inc.

Several near term cyclical risks in the economy of Rhode Island were noted. The surge in
construction is over with only multifamily construction remaining strong. A member of the
Revenue Estimating Conference suggested that Government construction might help to offset the
drop off in private construction. Tourism was noted as being subject to weaker disposable
income. The recent expansions in Financial Services are largely complete. This segment is
subject to some risk due to stock market weakness, but less so than Boston and New York.
Rhode Island’s longer-term opportunities were noted as follows. While the technology segment
is now in its infancy, Rhode Island’s costs and quality-of life-are advantages.-The State also has
better transportation links to the region, because of the airport expansion and high-speed rail.

New England Economic Project

For Rhode Island, the signals are mixed and the eventual results will obviously depend upon
events at the national level. The combination of energy price problems (transportation and
cooling costs) and the wealth effect fallout from last year’s market debacle will affect summer
tourism. Overall, the summer economy will not be as strong as in years past. The recent
shakeout of the retail sector and continued softening in the manufacturing area will also have
dampening effects on the economy. These will be offset by strength in the financial services and
housing sectors, which will continue to expand. Thus, overall economy activity through the
summer and fall will be relatively stagnant with low growth.

Consensus Forecast

The Revenue Estimating Conference adoptedf;r'i economic estimate that is based on a period of
slowing employment and income growth through FY2002, as well as moderate growth in
consumer prices. The consensus forecast is shown on the table below.
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The Consensis Econoitic Forzeast
Revenue Estimating Conference
Adopted Muar, 2001 FY2000  FY00! Fy202

Total Employment (in thousands) 471.7 478.7 482.5
Annual Percentage Change 2.3% 1.5%

Total Personal Income (in billions) 300 320
Annual Percentage Change so% 6Tk AN

Consumer Price Index - United States

Fiscal Year A nnual Percentage Change 2.9%
Calendar Year Annual Percentage Change U 3a%
(For Motor Vehicle Excise Tax)

FY2001 -- REVENUES

Resources available totaled $2,277.3 million. in FY2000. The May Revenue Estimating
Conference estimates that in FY2001 available resources will total $2,535.1 million. This is an
increase of $257.8 million. This represents an 11.3% growth rate over FY2000. When the
General Assembly enacted the FY2001 budget, the growth rate was estimated to be 5.1%.

November Conference Estimate compared to the May Conference Estimate

When compared to the November estimate for FY2001, the revised revenue estimate of $2,533.1
million increased available resources by $43.5 million. The November FY2001 Revenue
Estimate was $2,491.6 million. The total estimate of Taxes increased by $37.2 million from the
November level. The estimate for the largest single source of revenue, the Personal Income Tax
was increased from $863.5 to $920.7, a change of $57.2 million. This upward change was based
on actual collections through the end of April. The projected growth rate for the Personal Income
Tax is now 12.7% compared to November’s 5.7%. Offsetting this increase was a change from
the November estimate for Rhode Island’s second largest source of revenue. The Sales & Use
Tax estimate was decreased by $34.3 million. This revision is predicated on a collection history
for the last ten-months. The projected growth rate for the Sales & Use Tax is now 12.0%
compared to November’s 17.4%. There were two notable changes from the November estimates
for the Public Utilities Gross Earnings, and Inheritance & Gift taxes. The Public Utilities Gross
Earnings tax estimate increase from $73.0 million to $81.0 million an increase of $8.0 miilion.
This gain was offset by changes in the estimate for the Inheritance & Gift tax which dropped
from November’s estimate of $31.0 million to May’s $22.5 million, a decline of $8.5 million.
Considering collection history, to date the total estimate of Departmental Revenues increased by

$2.5 million from November’s estimated level. The total estimate of Other Sources increased by

$3.9 million.
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It should be noted that the Revenue Estimating conferees agreed that certain rethue.j items |
proposed by the Governor, that did not require law changes, and non-statutory items included in’

the pending Supplemental Appropriations act would be included in the May estimate, as well as % .- - :
the statutory reduction of the Hotel Tax rate that was enacted prior to the conference.. These .~

items net to $9.5 million for FY2001. Therefore, of the $43.5 million increase from the
November estimate, $9.5 million must be deducted in order to determine the impact on the
Governor’s proposed budget. The FY2001 impact is an increase of $34.0 million. '

FY2001 Compared to FY2002
FY2001 May Conference Estimate compared to F Y2002 May Conference Estimate

When compared to the FY2001 May Conference Estimate the FY2002 revenue
estimate of $2,465.5 million indicates that available resources will decrease by $69.6 million,
The total estimate of Taxes increased by $23.1 million from the FY2001 consensus level. The
Personal Income Tax estimate will increase $24.3 million calculated by using the FY2001
estimate and an overall growth rate, including the rate reduction, of 2.6%. This is_less than the
projected growth rate of 12.7% for FY2001. The Sales & Use Tax is projected to increase $23.0
 million over the FY2001 consensus level. This is a 3.3% rate of growth compared to 12.0%
growth rate in FY2001. It should be noted that a large portion of the FY2001 growth is
atiributable to the inclusion of Sales Tax proceeds previously dedicated to DEPCO debt
repayment. Prior to FY2001, 0.6% of the total 7.0% Sales Tax was not included in General
Revenue. Since the debt was fully defeased in FY2001, the proceeds are no longer required for
debt service, and are included in General Revenue. The total estimate of Departmental
Revenues decreases by $78.2 million from the FY2001 consensus level. This reflects the
expiration of the Hospital Licensing Fee of $53.8 million. The total estimate of Other Sources
decreases by $14.5 million from the FY2001 consensus level. $5.8 million of this decrease
reflects the continued dedication of the gasoline tax to transportation issues and $18.2 million in
Other Miscellaneous Revenues. A $15.2 million DEPCO transfer in FY2001 that does not repeat
in FY2002 causes the Other Miscellancous decrease. The Other Sources decreases are offset by
a $10.1 million increase in estimated lottery proceeds.

November Conference Estimate compared to the May Conference Estimate

When compared to the November estimate for EY2002, the revised revenue estimate of $2,465.5
million decreased available resources by $13.0 million. The November FY2002 Revenue
Estimate was $2,478.6 million. The total estimate of Taxes decreased by $12.6 million from the
November level. The estimate for the largest single source of revenue, the Personal Income Tax
was increased from $906.5 to $945.0, a change of $38.5 million. Offsetting this increase was a
change from the November estimate for Rhode Island’s second largest source of revenue. The
Sales & Use Tax estimate was decreased by $45.8 million. In addition to these two changes,

there was one additional notable change from the November estimates for Inheritance & Gift

taxes. The estimate for the Inheritance & Gift tax that dropped from November’s estimate of

$31.0 million to May’s $22.5 million a decline of 68.5 million. The total estimate of *

Departmental Revenues decreased by $1.4 million from November’s estimated level, The total = -

estimate of Other Sources increased by $1.0 million.
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It should be noted that the Revenue Estimating conferees agreed that certain revenue items
proposed by the Governor, that did not require law changes, and non-statutory items included in
the pending Supplemental Appropriations act would be included in the May estimate, as well as
the Hotel Tax rate reduction that was enacted prior to the confernence. These items net to a -
minus $4.9 million for FY2002. Therefore, of the $13.0 million decrease from the November
estimate, $4.9 million must be added in order to determine the impact on the Governor’s

proposed budget. The FY2002 impact is a decrease of $8.2 million.
Impact on the Governor’s Proposed Budget

When the FY2002 decrease of $8.2 million is subtracted from the FY2001 increase of $34.0
million the two year impact of the revised estimates equals $25.8 million. The Rhode Island
Constitution provides that only 98% of this amount is available for expenditure. Therefore,
available resources increase by only $24.6 million.

ATTACHMENTS & NEXT MEETING

Attached you will find three charts and below one graph that details the changes noted in the
narrative above. The next required meeting of the conference is currently scheduled for
November 2001. o

TAXES -Percentof Growth
AsofMay REC

E5.0%

10.06%

5.0%

0.0% -

-5.0%

-10.6%

-15.06%

-20.0%

mEnacted FY2001 mProjected FY2001 ‘mProjected FY2002
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